State of California — Franchise Tax Board

Tax Information for Military Personnel

FTB Pub. 1032

A General Information

California law is generally the same as federal
law regarding which type of military pay (active
duty, disability, reserve and retirement) is taxa-
ble. However, active duty military pay is not
included as part of California adjusted gross
income (AGI) unless the military member is
domiciled in California and the pay is earned in
California.

B Filing Requirements

Residents — You must file Form 540, California
Resident Income Tax Return, Form 540A, Cali-
fornia Resident Income Tax Return, Form 540EZ,
California Resident Income Tax Return for Single
and Joint Filers With No Dependents or TeleFile
if your California AGI is greater than $8,498
($16,996 if married) or your California gross
income is greater than $10,623 ($21,246 if mar-
ried), regardless of your AGI.

Nonresidents and Part-Year Residents —  You
must file Form 540NR, California Nonresident or
Part-Year Resident Income Tax Return, if you
have any income from California sources and:

* Your California AGI is greater than $8,498
($16,996 if married); or

* Your California gross income is greater than
$10,623 ($21,246 if married) regardless of
your AGlI; or

* You owe $1 or more of tax.

Note: Even if you are not required to file a
California income tax return, you should file for a
refund if California state income tax was withheld
from your pay.

C Joint or Separate Returns
Active duty military members and their spouses
who file joint federal returns may file separate
returns for California.

When filing separate returns, a full-year resident
spouse must file Form 540 or Form 540A. A non-
resident or part-year resident spouse must file
Form 540NR. When filing a joint return and one
spouse is a nonresident or part-year resident,
you must file Form 540NR. You should figure
your tax both jointly and separately to determine
which filing status will result in the lower amount
of tax to pay.

Note: After filing a joint California return, you
cannot elect to file separately after the due date
for filing the tax return has passed.

Division of Income — The domicile of the
spouse earning the income determines the divi-
sion of income between the spouses when sepa-
rate returns are filed. (Please see the definition
of domicile under Section D, “Are You a Resi-
dent?”) Each spouse must follow the laws of his
or her state of domicile to determine if the
income is separate or community property.
California is a community property state. When
filing separate returns, each spouse must report
half of the community income plus all separate
income on each return. Get FTB Pub. 1051A,
Guidelines for Married Filing Separate Returns,
for more information regarding the division of
income.

California Revenue and Taxation Code (R&TC)
Section 17140.5 specifically excludes from gross
income any military income that might be attribut-
able to a resident spouse under community
property laws only if the military member is a
nonresident, domiciled in a community property
state other than California and the spouse is a
California resident.

For more information, see Section F, “Resident
Spouse.”

D Are You A Resident?

Active Duty Military — Generally, for tax pur-
poses, you are considered a resident of the state
from which you entered the military. Section 514
of the federal Soldiers’ and Sailors’ Civil Relief
Act (50 U.S.C. App. Section 574) of 1940, pro-
vides that:

¢ A person shall not be deemed to have lost a
residence or domicile in any state solely by
reason of being absent therefrom in compli-
ance with military orders.

* A person shall not be deemed to have
acquired a residence or domicile in any other
state solely by reason of being there in com-
pliance with military orders.

¢ Compensation for military service is not con-
sidered to be from sources within the state
where a member is stationed if that state is
not the member’s domicile.

An individual may be considered to be a resident
of several places simultaneously for various pur-
poses, but can have only one domicile.

Domicile is defined as the place:

* Of a true, fixed home and a permanent
establishment;

* To which you intend to return; and

* Which you intend to make your permanent
home.

For tax purposes, a member of the military
is not considered a resident of California
unless he or she declares California as

his or her domicile.

An individual domiciled in California when enter-
ing the military is considered to be a:

* Resident while stationed in California;

* Resident while on Temporary Duty (TDY)
assignments outside California regardless of
the duration; and

* Nonresident while stationed outside California
on Permanent Change of Station (PCS)
orders.

Military members domiciled outside of California
are considered nonresidents for tax purposes
even when stationed in California on PCS orders.

Spouses and Retired Military —  For purposes of
determining residency, retired military members
and civilian spouses of military members are not
covered by the federal Soldiers’ and Sailors’ Civil
Relief Act of 1940. Therefore, for tax purposes,
their residency is determined under state laws.
R&TC Section 17014 defines a resident as:

1. Every individual who is in this state for other
than a temporary or transitory purpose; and

2. Every individual domiciled in this state who is
outside the state for a temporary or transitory
purpose.

For more information, get FTB Pub. 1031,
Guidelines for Determining Resident Status. See
page 4, “How to Get Tax Forms.”

E Examples of Resident Status
California Military Personnel in California —
Military members whose domicile is California are
residents of California and are subject to tax on
all income, regardless of source, while stationed
in California on permanent military orders.

California Military Personnel Outside

California — California military members who
leave California under PCS orders become non-
residents of California for income tax purposes
when they leave California. All income received
or earned prior to departure is subject to tax by
California. After departure, only income from Cali-
fornia sources is subject to tax by California.
Nonresidents are generally not taxed by Califor-
nia on income from intangibles, such as divi-
dends from stocks or interest from bonds or bank
accounts.

California military members who leave California
under a TDY assignment continue to be Califor-
nia residents even though absent from the state.

California military members on a ship whose
home port is in California remain California resi-
dents while on sea duty, regardless of the ship’s
location.

Non-California Military Personnel —  Military
members who are domiciled outside California
remain nonresidents, even though stationed in
California, unless they establish a California dom-
icile.

Nonmilitary Spouse — If the spouse of the mili-
tary member remains in California, the spouse is
considered a California resident. As a California
resident, the spouse is subject to tax on all sepa-
rate income, regardless of where it is earned. If
the military member retains a California domicile,
the spouse is also subject to tax on his or her
one-half community property share of all income,
including the military member's military pay.

The spouse of a military member who is domi-
ciled in California but leaves the state with the
military spouse on PCS orders outside California
becomes a nonresident upon leaving California.
All income received or earned while a California
resident is subject to tax. While a nonresident,
only income from California sources is subject
to tax.

F Income Subject to

California Tax
In general, California taxes all of the income you
received while you were a resident of California
and all of the income you received from
California sources while you were a nonresident.
California source income includes income from:

* Real or tangible personal property located in
California;
* A trade or business located in California; and
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* Nonmilitary services performed in California
such as salaries or wages from a second job
held by a nonresident military member.

Income from intangible property (such as divi-
dends from stocks or interest from bonds or bank
accounts), regardless of the location of the
payer, is sourced in the state of residence of the
recipient. Therefore, intangible income is taxable
by California if received by a California resident
and it is not taxable by California if received by a
nonresident.

Military pay is not included in California source
income unless the military person is domiciled in
California and stationed in California.

For tax purposes, income is allocated between
spouses based upon whether the person receiv-
ing the income is domiciled in a community
property or separate property state.

The community property states are: Arizona,
California, Idaho, Louisiana, Nevada, New
Mexico, Texas, Washington and Wisconsin.

Puerto Rico is a community property U.S. terri-
tory. All other states and U.S. territories are
separate property states and territories.

Example: Lt. Tucker is domiciled in New York, a
separate property state, and Mrs. Tucker is
domiciled in California, a community property
state. Wages earned by Lt. Tucker are his sepa-
rate income for tax purposes. Wages earned by
Mrs. Tucker are community property for tax pur-
poses and each spouse must report his or her
community half if they are filing separate returns.

Income from joint accounts is assumed to belong
equally to each party. Therefore, if you and your
spouse file separate returns, each must report
one-half of any taxable income from a joint
account.

Nonresident Military Personnel =  When you
compute your total AGI from all sources under
California law on Schedule CA (540NR), Califor-
nia Adjustments — Nonresidents or Part-Year
Residents, column A should include all income
you reported on your federal return. Do not enter
your military income or non-California source
income in column B. Use column B and column
C to make only the adjustments described in the
instructions for Schedule CA (540NR).

To compute your part-year or nonresident Califor-
nia AGI, do not enter your military income or
other non-California source income in column E.

Under the federal Soldiers’ and Sailors’ Civil
Relief Act of 1940, military members who are not
domiciled in California are not taxed by California
on pay received for military services performed in
California, even though they were stationed in

California for the entire year. However, all other
income of nonresident military members from
California sources is subject to California tax.

Resident Spouse — Resident spouses are taxed
on their entire share of taxable income. If a mili-
tary member is domiciled in California, the resi-
dent spouse’s community half of military pay is
included in total AGI regardless of the military
member’s residency status.

If a military member is domiciled in a community
property state other than California, the resident
spouse’s community half of military pay is not
included in total AGI. In this case only, enter the
resident spouse’s community half of military
income on Schedule CA (540), California Adjust-
ments — Residents, line 7, column B; or Sched-
ule CA (540NR), California Adjustments —
Nonresidents or Part-Year Residents, line 7,
column B.

Example: Lt. Pope is a nonresident domiciled in
a community property state (other than
California). Mrs. Pope is a resident of California.
On Schedule CA (540) or Schedule CA (540NR),
line 7, column B, she should enter half (50%) of
Lt. Pope’s military pay in accordance with R&TC
Section 17140.5. See the examples on page 3
for the division of pay between spouses.

G Tax Computation for

Nonresidents
The tax imposed on nonresidents is determined
by calculating the amount of tax as if the tax-
payer was a resident and taxed by California on
all income. This tax is then multiplied by the ratio
of California AGI (Schedule CA (540NR), column
E) to AGI from all sources (Schedule CA
(540NR), column D). Include in Schedule CA
(540NR), column D, the military income, Califor-
nia source income and other non-California
source income. Include in Schedule CA (540NR),
column E only the California source income.

Make this calculation on Schedule CA (540NR)
for nonresident income tax returns. It is not appli-
cable for the return of a full-year resident unless
the full-year resident files a joint nonresident
return.

Federal courts have concluded that this method
of computing tax for nonresidents does not
violate the federal Soldiers’ and Sailors’ Civil
Relief Act of 1940.

H Nonrefundable Renter’s Credit
Due to legislation enacted in 1998, California res-
idents or part-year residents who paid rent for at
least 6 months on their principal residence
located in California and meet certain income

requirements may claim a nonrefundable
renter’s credit against tax. Taxpayers who do not
owe tax will not be able to claim the credit.

Refer to the Nonrefundable Renter's Credit Quali-
fication Record in the California Personal Income
Tax Booklets for more information.

Note: The refundable renter's credit that was
available prior to 1993 and suspended between
1993 and 1997 is no longer available.

| Military Retirement Pay

Military retirement pay is taxable if it is received
by a California resident. This applies even if the
military pension was earned while you were a
California nonresident.

Example: Joe Smith was a nonresident of Cali-
fornia stationed outside California all of his active
duty military career. He retires and moves to
California. His military pension received after he
moves to California is taxable by California.

Nonresidents of California are not taxed on mili-
tary retirement pay or other qualified retirement
income received after December 31, 1995.

For more information, get FTB Pub. 1005,
Pension and Annuity Guidelines.

J Automatic Extension - Qutside
United States

Military personnel who are outside the United
States on the due date for filing a return and for
paying the tax are granted an automatic exten-
sion, without penalty or interest, up to 180 days
after their return to the United States. If a joint
return is filed, this extension applies even though
one spouse remained in California.

K Alternative Minimum Tax (AMT)

If you claim certain types of deductions and
income exclusions, you may be subject to
California’s AMT. Generally, if you filed federal
Form 6251, Alternative Minimum Tax, you must
also file California’s Schedule P (540), Alternative
Minimum Tax and Credit Limitations — Resi-
dents, with Form 540; or Schedule P (540NR),
Alternative Minimum Tax and Credit Limitations
— Nonresidents or Part-Year Residents, with
Form 540NR.

L Examples of Income Reporting

Requirements
The following chart includes examples that illus-
trate California’s income reporting requirements.
To use the chart, read down the first column to
find your status (Military member (M) or Spouse
(S)), then read across to find the type of return to
file and the type of income to report.

STATUS

INCOME REPORTING REQUIREMENTS

Note: M = Military member, S = Spouse

SINGLE TAXPAYERS

M — Domiciled in California.
1
Stationed in California

File Form 540, Form 540A, Form 540EZ or TeleFile. Report all income, including military pay.

all year.
2 M — Domiciled outside File Form 540NR. Report all income. Do not enter military income on Schedule CA (540NR), column B
California. or column C (column D will include income from all sources, which includes the military wages).

Stationed in California.

California AGI, column E, includes California source income only. Do not include military income in

column E. If M has no California source income, M is not required to file a California return.

(continued on page 3)
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STATUS

INCOME REPORTING REQUIREMENTS (continued)

Note:

M=

Military member,

S = Spouse

MARRIED TAXPAYERS

3 M — Domiciled in California. File Form 540, Form 540A or Form 540EZ. If filing a joint return, report all income. If filing separate returns,
) Stationed in California each spouse must file Form 540 and report one-half of all community income, including military pay, and his or
all year. her separate income (if any) on Schedule CA (540).
S — Domiciled in California.
Resided in California
all year.
4 M — Domiciled in California. If filing a joint return, file Form 540NR. Report all income, including military income, on Schedule CA (540NR),
) Stationed outside California column D. Report all California source income, all S’s separate income and M’'s community one-half of all non-
all year. California source income in column E. This includes the community one-half of military pay and intangible
S — Domiciled in California. income.
Resided in California If filing separate returns, M must file Form 540NR. Report all separate income and one-half of all community
all year
year. income, including military income, on Schedule CA (540NR), column D. Do not enter military income on Sched-
ule CA (540NR), column B or column C. Report all separate California source income and one-half of
community California source income in column E. Do not enter any military income, intangible income or other
non-California source income in column E.
If filing separate returns, S must file Form 540 and report all separate income and one-half of all community
income, including military income, on Schedule CA (540).
See the next page for an illustration of how to complete Schedule CA when filing joint or filing separate.
5 M — Domiciled in California. If M or S has California source income, file Form 540NR, whether filing joint or separate returns. Report all
) Stationed outside California income on Schedule CA (540NR), column D. Do not enter military income on Schedule CA (540NR), column B
all year. or C. California AGI, column E, includes all California source income and does not include any military income.
S — Domiciled in California. If there is no California source income, M and S do not have to file a California return.
Resided outside California
all year.
6 M — Domiciled in a community If filing a joint return, file Form 540NR. Report all income on Schedule CA (540NR), column A. Enter S’s com-
' property state (other munity half of military income in column B. Report all California source income, plus S's share of intangible
than California). income and S’s other non-California source income in column E. Do not include M’s military income, M's share
Stationed in California of intangible income or M’s other non-California source income in column E.
S _ gg%ﬁgqéd in a communit If filing separate returns, M must file Form 540NR. Report on Schedule CA (540NR), column D, all separate
roperty state y income and one-half of all community income, including military income. Report all separate California source
pRespidet%j/ in California income and one-half of California source community income in column E. Do not include any military income or
all year intangible income in column E.
If filing separate returns, S must file Form 540. Report all separate income and one-half of all community
income, including S’s community half of military income on Schedule CA (540), column A. Enter S's community
half of military pay on Schedule CA (540), column B.
7 M — Domiciled in a separate If filing a joint return, file Form 540NR. Report on Schedule CA (540NR), column D, all income. Do not enter
' property state. military income in column B or column C. Report all California source income plus S's intangible income and
Stationed in California S's other non-California source income in column E. Do not include any military income in column E.
S_ gé%ﬁgﬁéd in a separate If filing separate returns, M must file Form 540NR. Report on Schedule CA (540NR), column D, all income,
roperty state P including military pay, M’s intangible income, California source income and non-California source income. M's
gesﬂdeé in California California AGI, column E, includes all M's California source income, but not any military income or intangible
all year income. If M has no California source income, M does not have to file a California return.
If filing separate returns, S must file Form 540 or Form 540A. Report all separate income of S from all sources.
8 M — Domiciled in a separate If filing a joint return, file Form 540NR. Report on Schedule CA (540NR), column D, all income. Do not enter
) property state. military income in column B or C. California AGI, column E, includes all California source income plus S's intan-
Stationed in California gible income and S’s other non-California source income but does not include any military income.
S gl!)r);ﬁg:éd in a communit If filing separate returns, M must file Form 540NR. Report on Schedule CA (540NR), column D, all separate
- ronerty state y income including military income and one-half of S’s community income. California AGI, column E, includes all
pRespideé/ in California separate California source income and one-half of California source community income but does not include
all year any military income or M’s intangible income.
If filing separate returns, S must file Form 540. Report all separate income and one-half of all community
income on Schedule CA (540), column A.
o) M — Domiciled in a community If filing a joint return, file Form 540NR. Report all income on Schedule CA (540NR), column A. Enter S's com-
' property state (other munity half of military income in column B. Report all California source income, plus S's share of intangible
than California). income and S’s other non-California source income in column E. Do not include M’s military income, M's share
Stationed in California of intangible income or M’s other non-California source income in column E.
all year. - :
S— Domiciled in a separate If filing separate returns, M must file Form 540NR. Report on Schedule CA (540NR), column D, all separate

property state.
Resided in California
all year.

income and one-half of all community income, including military income. Report all separate California source
income and one-half of California source community income in column E. Do not include any military income or
intangible income in column E.

If filing separate returns, S must file Form 540. Report all separate income and one-half of all community
income, including S’s community half of military income on Schedule CA (540), column A. Enter S's community
half of military pay on Schedule CA (540), column B.
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lllustration for example 4:

The following provides partial views of Schedule CA (540) and Schedule CA (540NR). Lt. Carney and his wife are domiciled in California, where he
entered the military. Lt. Carney was stationed outside of California for all of 1998 on PCS orders. Mrs. Carney resides in California where she works
full time. In 1998, Lt. Carney received $32,500 in military pay. Mrs. Carney received $29,000 in wages. Lt. and Mrs. Carney also have a joint savings
account from which they received $200 in interest income. Following are illustrations of how their income would be reported on Schedule CA (540 or
540NR) of their California return(s) (Refer to example 4 on page 3):

Filing a Joint Return
They would file Form 540NR and would make the following entries on Schedule CA (540NR):

Part Il Income Adjustment Schedule A B C D E

: Federal Amounts Subtractions l Additions Total Amounts CA Amounts
Section A — Income | Using CA Law
7 Wages, salaries, tips, etc. See instructions |

before making an entry in coumnBorC. . . . 7 $61,500 ) $61,500 $45,250*
8 Taxable interestincome. . . . ... ... ... 8 200 ' 200 100

* Mrs. Carney's $29,000 in wages plus one-half of Lt. Carney's military pay, $16,250.

HWW

Filing Separate Returns

Lt. Carney would file Form 540NR and would make the following entries on Schedule CA (540NR):

Part I Income Adjustment Schedule A B C D E

’ Federal Amounts Subtractions l Additions Total Amounts CA Amounts
Section A — Income | Using CA Law
7 Wages, salaries, tips, etc. See instructions |

before making an entry in coumn Bor C. . . . 7 $30,750** ) $30,750 $14,500%**
8 Taxable interest income. . . . ... ... ... 8 100 ! 100

HWW

Mrs. Carney would file Form 540 and would make the following entries on Schedule CA (540):

Part Il Income Adjustment Schedule A B C

- I —
Section A — Income Federal Amounts Subtractions | Additions
7 Wages, salaries, tips, etc. See instructions before making an entry in coumn Bor C . . . . . . 7 $30,750** |
8 Taxable interestincome. . . . . . . .. 8 100 :

** One-half of Lt. Carney’s military pay, $16,250 plus one-half of Mrs. Carney's wages, $14,500.
** One-half of Mrs. Carney's wages.

How to Get California Tax Information

How to Get Tax Forms Letters Or, call the Franchise Tax Board at (800)
) 852-5711 to find the volunteer assistance
By Internet — If you have Internet access, you We can serve you by phone if you call us for i
4 i  abit ) . )H Lall location nearest you.
may download, view and print California tax information to complete your California income .
forms and pl;]tt)tlic%tions. ftObur Internet address is: t:x return or to find outtatbout '¥Olt” tax .;efund. General Toll-Free Phone Service
p-/Awww.Tth.Ca.gov OWEVer, you may want 1o write to US If you are Our general toll-free phone service is available

By mail - We will send you two copies of each replylngl; tofa notice we sent t))/ou or to get Ia(\erlt- fromgﬁ a.m. until midr'?ight Monday through Friday
tax form and one copy of each set of instructions ten reply. If you write to us, be sure to include and from 8 a.m. until 5 p.m. on Saturdays from
you order. Please allow two weeks to receive your social security number, your daytime and January 4 through April 15, 1999. The best times
your order. Address your envelope to: evening _tﬁlephonle nums?erz and al copy of the to call are between 6 a.m. and 10 a.m. and

TAX FORMS REQUEST UNIT notice with your letter. Send your letter to: between 6 p.m. and midnight. After April 15,

FRANCHISE TAX BOARD FRANCHISE TAX BOARD service is available Monday through Friday, from

PO BOX 307 PO BOX 942840 7 a.m. until 8 p.m.

RANCHO CORDOVA CA 95741-0307 W S%\IfRiMENITS CA _9‘124f°-0°4f cer i From within the United States.  (800) 852-5711
By phone — Call our toll-free phone numbers ve will acknowleage receipt or your letter within From outside the United States ~ (916) 845-6500
listed under “General Toll-Free Phone Service” te(;gg”to (t)inf(\)/\;eggji't ilonnglo'i}‘]‘%frﬁzggh we may need ((noz toll-free)
fo get the Cal'\';"”;"l"’_‘btax_ forms ytouﬁf‘eed- ; Yol yt I Tax A | : For hearing impaired with TDD ~ (800) 822-6268
n person — Most libraries, post offices and olunteer Income Tax Assistance -
banks provide free California tax booklets during . . For federal tax questions,
the filing season. Many libraries and some quick At more than 1,500 sites throughout California, callthe RSat . ........ (800) 829-1040
print businesses have forms and schedules for trained volunteers provide free assistance to low- Asistencia Bilingu “e en Espariol
you to photocopy (you may have to pay a nomi- income, senior, disabled and non-English speak- Para obtener servicios en Espafiol y asistencia
nal fee). Note that employees at libraries, post ing persons who need to file simple federal and para completar su declaracion de
offices, banks and quick print businesses cannot state income tax returns. Many military bases impuestos/formularios, llame al numero de
provide tax information or assistance. also provide this service for members of the teléfono (anotado arriba) que le corresponde.

armed forces.

The volunteer income tax assistance locations
will be listed on the Internet from January 1
through April 15 (see Internet address above).
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